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circumstances where these unallowable
costs normally would be part of a reg-
ular indirect-cost allocation base or
bases, they shall remain in such base
or bases. Where a directly associated
cost is part of a category of costs nor-
mally included in an indirect-cost pool
that will be allocated over a base con-
taining the unallowable cost with
which it is associated, such a directly
associated cost shall be retained in the
indirect-cost pool and be allocated
through the regular allocation process.

(f) Where the total of the allocable
and otherwise allowable costs exceeds a
limitation-of-cost or ceiling-price pro-
vision in a contract, full direct and in-
direct cost allocation shall be made to
the contract cost objective, in accord-
ance with established cost accounting
practices and Standards which regu-
larly govern a given entity’s alloca-
tions to Government contract cost ob-
jectives. In any determination of unal-
lowable cost overrun, the amount
thereof shall be identified in terms of
the excess of allowable costs over the
ceiling amount, rather than through
specific identification of particular
cost items or cost elements.

9905.505-50 Techniques for applica-
tion.

(a) The detail and depth of records re-
quired as backup support for proposals,
billings, or claims shall be that which
is adequate to establish and maintain
visibility of identified unallowable
costs (including directly associated
costs), their accounting status in terms
of their allocability to contract cost
objectives, and the cost accounting
treatment which has been accorded
such costs. Adherence to this cost ac-
counting principle does not require
that allocation of unallowable costs to
final cost objectives be made in the de-
tailed cost accounting records. It does
require that unallowable costs be given
appropriate consideration in any cost
accounting determinations governing
the content of allocation bases used for
distributing indirect costs to cost ob-
jectives. Unallowable costs involved in
the determination of rates used for
standard costs, or for indirect-cost bid-
ding or billing, need be identified only
at the time rates are proposed, estab-
lished, revised or adjusted.
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(b)(1) The visibility requirement of
paragraph (a) of this subsection, may
be satisfied by any form of cost identi-
fication which is adequate for purposes
of contract cost determination and
verification. The Standard does not re-
quire such cost identification for pur-
poses which are not relevant to the de-
termination of Government contract
cost. Thus, to provide visibility for in-
curred costs, acceptable alternative
practices would include:

(i) The segregation of unallowable
costs in separate accounts maintained
for this purpose in the regular books of
account,

(ii) The development and mainte-
nance of separate accounting records
or workpapers, or

(iii) The use of any less formal cost
accounting techniques which estab-
lishes and maintains adequate cost
identification to permit audit
verification of the accounting recogni-
tion given unallowable costs.

(2) Educational institutions may sat-
isfy the visibility requirements for es-
timated costs either:

(i) By designation and description (in
backup data, workpapers, etc.) of the
amounts and types of any unallowable
costs which have specifically been
identified and recognized in making
the estimates, or

(if) By description of any other esti-
mating technique employed to provide
appropriate recognition of any unal-
lowable costs pertinent to the esti-
mates.

(c) Specific identification of unallow-
able costs is not required in cir-
cumstances where, based upon consid-
erations of materiality, the Govern-
ment and the educational institution
reach agreement on an alternate meth-
od that satisfies the purpose of the
Standard.

9905.505-60 Illustrations.

(a) An auditor recommends disallow-
ance of certain direct labor and direct
material costs, for which a billing has
been submitted under a contract, on
the basis that these particular costs
were not required for performance and
were not authorized by the contract.
The contracting officer issues a written
decision which supports the auditor’s
position that the questioned costs are

458



CASB, OFPP, OMB

unallowable. Following receipt of the
contracting officer’s decision, the edu-
cational institution must clearly iden-
tify the disallowed direct labor and di-
rect material costs in the institution’s
accounting records and reports cov-
ering any subsequent submission which
includes such costs. Also, if the edu-
cational institution’s base for alloca-
tion of any indirect cost pool relevant
to the subject contract consists of di-
rect labor, direct material, total prime
cost, total cost input, etc., the institu-
tion must include the disallowed direct
labor and material costs in its alloca-
tion base for such pool. Had the con-
tracting officer’s decision been against
the auditor, the educational institu-
tion would not, of course, have been re-
quired to account separately for the
costs questioned by the auditor.

(b) An educational institution incurs,
and separately identifies, as a part of a
service center or expense pool, certain
costs which are expressly unallowable
under the existing and currently effec-
tive regulations. If the costs of the
service center or indirect expense pool
are regularly a part of the educational
institution’s base for allocation of
other indirect expenses, the edu-
cational institution must allocate the
other indirect expenses to contracts
and other final cost objectives by
means of a base which includes the
identified unallowable indirect costs.

(c) An auditor recommends disallow-
ance of certain indirect costs. The edu-
cational institution claims that the
costs in question are allowable under
the provisions of Office Of Management
and Budget Circular A-21, Cost Prin-
ciples For Educational Institutions;
the auditor disagrees. The issue is re-
ferred to the contracting officer for
resolution pursuant to the contract
disputes clause. The contracting officer
issues a written decision supporting
the auditor’s position that the total
costs questioned are unallowable under
the Circular. Following receipt of the
contracting officer’s decision, the edu-
cational institution must identify the
disallowed costs and specific other
costs incurred for the same purpose in
like circumstances in any subsequent
estimating, cost accumulation or re-
porting for Government contracts, in
which such costs are included. If the
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contracting officer’s decision had sup-
ported the educational institution’s
contention, the costs questioned by the
auditor would have been allowable and
the educational institution would not
have been required to provide special
identification.

(d) An educational institution in-
curred certain unallowable costs that
were charged indirectly as general ad-
ministration and general expenses
(GA&GE). In the educational institu-
tion’s proposals for final indirect cost
rates to be applied in determining al-
lowable contract costs, the educational
institution identified and excluded the
expressly unallowable GA&GE costs
form the applicable indirect cost pools.
In addition, during the course of nego-
tiation of indirect cost rates to be used
for bidding and billing purposes, the
educational institution agreed to clas-
sify as unallowable cost, various di-
rectly associated costs of the identifi-
able unallowable costs. On the basis of
negotiations and agreements between
the educational institution and the
contracting officer’s authorized rep-
resentatives, indirect cost rates were
established, based on the net balance of
allowable GA&GE. Application of the
rates negotiated to proposals, and to
billings, for covered contracts con-
stitutes compliance with the Standard.

(e) An employee, whose salary, trav-
el, and subsistence expenses are
charged regularly to the general ad-
ministration and general expenses
(GA&GE), an indirect cost category,
takes several business associates on
what is clearly a business entertain-
ment trip. The entertainment costs of
such trips is expressly unallowable be-
cause It constitutes entertainment ex-
pense prohibited by OMB Circular A-21,
and is separately identified by the edu-
cational institution. In these cir-
cumstances, the employee’s travel and
subsistence expenses would be directly
associated costs for identification with
the unallowable entertainment ex-
pense. However, unless this type of ac-
tivity constituted a significant part of
the employee’s regular duties and re-
sponsibilities on which his salary was
based, no part of the employee’s salary
would be required to be identified as a
directly associated cost of the unallow-
able entertainment expense.
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